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Introduction

The shadow economy includes economic activities intentionally kept out of
sight of public authorities to avoid taxes, social security contributions, regulations, or
administrative procedures. These activities often involve the production and
exchange of legal goods and services but occur outside formal economic systems. The
shadow economy exists in all countries, regardless of their level of development,
although its size varies significantly, raising important economic and political issues.

In highly developed economies such as the United States and Switzerland, the
shadow economy is relatively small and usually accounts for less than 10% of gross
domestic product. In contrast, in countries in Southern and Eastern Europe, including
Greece, Italy, Bulgaria, and Romania, it may exceed 20% to 30% of GDP. These
differences reflect underlying economic, institutional, and social conditions.

The topic is significant due to its impact on economic performance and policy
effectiveness. The shadow economy reduces budget revenues, distorts competition,
and weakens public policies. At the same time, it provides income opportunities and
acts as an adaptive mechanism during economic hardship. This dual nature makes it
a complex phenomenon requiring in-depth analysis.

The object of the study is the shadow economy as a macroeconomic and
institutional phenomenon that varies across countries. The subject focuses on the
factors determining its size, such as tax burden, regulations, institutional quality, and
labor market conditions, as well as their influence on the choice of economic agents
to operate formally or informally.

The aim of the study is to explain cross-country differences in the scale of the
shadow economy and identify the main determining factors. The analysis focuses on
European Union countries, highlighting differences between developed and
transition economies. The study applies a comparative, analytical methodology based
on secondary data, examining relationships between key factors and the size of the

shadow economy using existing studies and theoretical models.
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1. Theoretical analysis of the phenomenon “shadow economy”

1.1. Definition of the concept of the shadow economy

Many authors have worked on this topic, but among them Friedrich Schneider
stands out as a leading researcher in the field of the shadow economy. His work is
distinguished by methodological precision and a significant contribution to the
measurement and analysis of informal economic activities.

The shadow economy is a difficult-to-measure and hidden economic
phenomenon. Various definitions of the shadow economy exist, some of which are
narrower while others are broader. The following section presents several of these
definitions.

In the broadest sense, according to Schneider (Schneider, 2012) the shadow
economy includes all economic activities and the income they generate that avoid or
bypass government regulation, taxation, and statistical observation. It covers both
legal and illegal activities, as long as they are not officially recorded or included in
national accounts. The key criterion is not the legal nature of the activity, but its
visibility to public institutions. The author defines the concept through a critical
review of existing interpretations, followed by a more restricted and analytically
refined definition.

Schneider, however, deliberately narrows the scope of the concept in order to
achieve greater analytical clarity. Within the framework of his own research, he
defines the shadow economy as the totality of all market-oriented, essentially legal
activities related to the production of goods and services that are intentionally hidden
from public authorities. He emphasizes the intention to conceal, which is viewed as
rational behavior on the part of economic agents, motivated by specific institutional
constraints.

This deliberate hiding of activities is explained by several main reasons that
structure the definition itself. First is the effort to avoid tax obligations, including
both direct and indirect taxes. Second is the avoidance of social security
contributions. The third element is related to non-compliance with labor market
regulations, such as minimum wages and safety standards. The fourth aspect
includes evasion of administrative requirements, for example statistical reporting

or registration procedures. This systematization demonstrates that the shadow
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economy is not a random phenomenon, but the result of the interaction between the
regulatory environment and economic incentives.

The author explicitly excludes classic criminal activities such as drug
trafficking and theft, as well as non-market household activities. This limitation is
methodologically important, as it focuses on activities that could be part of the formal
economy if they were reported. Thus, the shadow economy is seen as a “parallel” form
of legal economic activity rather than part of the criminal sector.

In their article “Shadow Economy: Estimation Methods, Problems, Results and
Open Questions,” Schneider and Buehn confirm a narrower definition (Schneider &
Biihn, 2018). According to them, the shadow economy includes all market-based, legal
production of goods and services that is intentionally kept out of sight of public
authorities in order to avoid taxes, social security contributions, labor standards or
administrative procedures.

In the article “The Impact of National Economic Development on the Shadow
Economy,” Ginevicius, Kliestik, Stasiukynas, and Suhajda stress that there is no
universally accepted definition of the shadow economy. They explicitly state that “no
common terminology or concept defining the phenomenon of the shadow economy
has thus far been agreed on either nationally or internationally.” (Ginevicius, Kliestik,
Stasiukynas, & Suhajda, 2020).

Instead of a single unified definition, several approaches are presented that
collectively shape the content of the concept (Ginevicius, Kliestik, Stasiukynas, &
Suhajda, 2020):

e Statistical approach - “The part of a country’s economic performance that is
not directly included in the calculations of the official GDP”.

e Legal approach - “All that is done to obtain financial and non-financial gains
in violation of legal provisions”.

e Fiscal approach - “results... not accounted for since they are not declared or
are concealed in order to avoid a tax obligation”.

Based on these approaches, it can be concluded that the shadow economy
represents a set of economic activities that are not officially recorded, are carried out
outside or in violation of the legal framework, and are often aimed at avoiding tax

obligations.
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Additionally, the authors examine the phenomenon in both a narrow and a
broad sense. In the broad sense, it includes all illegal activities such as smuggling,
fraud, and trafficking. This expands the scope beyond the mere statistical non-
reporting of income.

Among the broader definitions is that proposed by Kanka Stoyanova,
Krasimira Kirova, and Alla Kirova. In their monograph “Social Challenges of the
Shadow Economy” (Cmosinoea, Kuposa, & Kuposa, 1999) they define the shadow
economy as an economic, institutional, and social phenomenon, a dynamic system
interacting with the formal economy. It remains closely linked to the formal sector,
influencing growth, fiscal policy, and social processes. It includes activities that, due
to their unregulated nature, limited visibility, or illegality, are excluded from official
statistics and not fully controlled by the state, covering both legal but undeclared
activities and those violating legal norms. They also stress that it operates within the
market system alongside the formal sector and comprises three components:
undeclared legal production, unreported non-cash income, and illegal production.

In the paper “The Hidden Economy - Measurement and Impact” (Cmoiikos &
Jumumposa, 1999), Stoykov and Dimitrova base their approach on the System of
National Accounts. Their definition, grounded in international practice, describes the
hidden economy as production-oriented activities that may be legal but are kept out
of official records to avoid obligations. This includes tax and social contribution
avoidance, as well as non-compliance with labor regulations and administrative
requirements.

Summarizing the findings of other authors, for the purposes of this study the
following definition will be adopted: The shadow economy is economic activity that
takes place outside formal institutions and is not recorded in official statistics. It
includes undeclared labor, informal services, and unreported economic

transactions.

1.2. The relationship between the shadow economy and gross domestic product
A key issue is the relationship between the shadow economy and gross
domestic product. GDP measures the value of final goods and services recorded

through official channels. Since the shadow economy operates outside these
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channels, it is largely excluded from GDP. As a result, in countries with a large
informal sector, official GDP may underestimate actual economic activity.

According to Schneider (Schneider, 2012) the shadow economy includes
economic activities that generate value added and would be part of officially
measured GDP if they were not deliberately kept out of sight of public authorities.
This implies a direct functional relationship between the two categories, in which the
shadow economy represents a “hidden component” of overall economic activity that
remains outside official statistics.

Schneider notes that a large share of shadow sector activities involves the
production of legal goods and services that are, in principle, taxable and part of
national accounts. However, due to tax avoidance, unpaid social contributions, and
non-compliance with regulations, these activities are not recorded and are excluded
from official GDP. As a result, measured GDP underestimates the true level of
economic activity by omitting this unreported production. This view is supported by
the broader definition, which includes all productive activities that would be taxed if
declared to the state.

The main thesis defended by Ginevicius, Kliestik, Stasiukynas, and Suhajda
(Ginevicius, Kliestik, Stasiukynas, & Suhajda, 2020), is the existence of a stable inverse
relationship between GDP and the size of the shadow economy. As developmentrises,
measured by GDP per capita, its share declines. GDP reflects key factors such as
taxation, institutional quality, employment, and public trust, and should not be
treated as a simple variable. Examining this relationship helps explain how the
system functions as a whole, rather than focusing on individual components.

The relationship between the shadow economy and gross domestic product is
considered complex and multidimensional, as both are directly linked through the
way economic activity is measured and recorded within the national economy. The
authors Stoyanova, Kirova, and Kirova (Cmosinosea, Kupoea, & Kupoea, 1999) are
based on the understanding that GDP is an aggregate indicator that captures only
officially recorded economic activity, which means that all activities belonging to the
shadow economy, by definition, remain outside its scope.

This means that the existence and growth of the shadow economy lead to a
systematic underestimation of the actual volume of goods and services produced in a

country. In other words, real economic activity exceeds that recorded by GDP, as a
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significant share of income and production is not declared or included in official
statistics. Therefore, GDP cannot be seen as a fully accurate measure of economic
development when a substantial shadow economy is present.

Stoyanova, Kirova, and Kirova argue that the relationship is not one-
directional. GDP levels and dynamics also influence the shadow economy. Lower
development, high unemployment, and low incomes increase incentives for informal
activity, while higher and stable growth, stronger institutions, and effective control
reduce its share. The shadow economy also distorts GDP measurement and structure.
Income concealment and tax evasion reduce budget revenues, limit public investment

and social policy, and may slow growth and deepen structural imbalances.

2. Measurement of the shadow economy

The measurement of the shadow economy is central to research, as it is
inherently hidden and cannot be directly observed. There is no single universal
method; instead, a combination of approaches is used to estimate its size. This is
because these activities are not officially recorded and cannot be captured by
standard statistical instruments.

According to Ginevicius, Kliestik, Stasiukynas, and Suhajda (Ginevicius, Kliestik,
Stasiukynas, & Suhajda, 2020) the methods for measuring the shadow economy are
divided into three main groups: direct, indirect, and mixed approaches.

Direct methods are based on the direct collection of information from
participants in the economy. This includes surveys, interviews, and the analysis of
results from tax audits and investigations. The main advantage of this approach is
that it provides specific information; however, it also has a significant drawback
related to the low reliability of the data, as participants often do not report their actual
behavior accurately.

Indirect methods are more widely used and rely on economic indicators that
reflect the shadow economy indirectly. These include cash demand analysis, income-
expenditure comparisons, electricity consumption, and estimates of actual
employment. The logic is that discrepancies between official data and real behavior
can indicate shadow activity. For this reason, these methods are more practical and

commonly used in research.
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Mixed methods combine elements of both direct and indirect approaches
with the aim of improving the accuracy of estimates. This approach makes it possible
to use the strengths of both types of methods and to compensate for their weaknesses,
but it requires a more complex methodology and a larger volume of data.

In the research of Schneider and other authors (Schneider, 2012), (Schneider &
Biihn, 2018) the measurement of the shadow economy is a complex methodological
issue due to its hidden nature, as it involves activities kept out of official statistics.
Schneider notes that no single direct method exists; instead, a combination of indirect
approaches is used to estimate its size. The key idea is that the shadow economy
leaves indirect traces that can be analyzed with statistical and econometric tools.

In his research, Schneider states that the choice of measurement method is
linked to the definition of the shadow economy, as different definitions include
different activities. Measurement is therefore not fully objective and depends on the
researcher’s assumptions. Results from different methods may vary, but they still

provide a reliable indication of the scale and dynamics of the shadow economy.

3. Motives and factors influencing the development of the shadow
economy

Theoretical and empirical studies show that the shadow economy is influenced
by a combination of economic drivers and institutional factors.

The analysis of the factors and drivers that determine the scale of the shadow
economy is based on the understanding that this phenomenon is the result of a
complex interaction between economic, institutional, and social variables. In the
literature, as presented for example by authors such as Schneider, Loayza, and
Maloney (Edited by Franziska Ohnsorge and Shu Yu, 2022), it is clearly emphasized
that participation in the informal sector is not random behavior, but a rational choice
shaped by specific drivers and constraints.

First, one of the most significant factors is the tax burden. High tax rates and
complex systems create incentives for firms and households to avoid the formal
economy. As compliance costs rise, economic agents seek alternative ways to
preserve income by shifting to informal activities. Evidence shows that higher

corporate and personal taxes are associated with a larger shadow economy, a finding
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also supported by Schneider (Schneider, 2012), who systematically links the size of
the shadow sector to the level of taxation.

Second, institutional quality plays a key role. Weak institutions, ineffective
governance, and high corruption weaken the force of formal rules. When property
rights are not protected and enforcement is weak, economic agents see fewer benefits
in remaining in the formal sector. Countries with lower institutional quality tend to
have higher informality, showing that the institutional environment acts as a
structural factor that either constrains or encourages the shadow economy.

Third, regulations play a key role, especially in business and the labor market.
Excessive administrative requirements, complex registration procedures, and strict
labor rules raise the costs of operating formally. As a result, many small firms and
self-employed individuals operate outside the official framework. Restrictive
regulations act as barriers to entry into the formal sector, making the regulatory
burden a major driver of the shadow economy.

Fourth, factors related to the labor market should also be considered. A
shortage of formal employment opportunities, low productivity, and high
unemployment increase the likelihood that individuals will turn to informal
employment. In some cases, the shadow economy even offers higher incomes or more
flexible conditions, which acts as an additional driver for participation. Differences in
wages and employment opportunities influence the choice between the formal and
informal sectors.

Fifth, socio-economic factors such as money transfers from abroad and the
level of trust in institutions also play a role. High inflows of money from abroad can
reduce dependence on formal employment and facilitate participation in informal
activities. At the same time, low public trust in the state reduces the motivation to
comply with rules, which further expands the shadow sector.

In summary, the shadow economy is shaped by interrelated factors, mainly the
tax burden, institutional quality, the regulatory environment, and labor market
conditions. These create constraints and drivers that influence the choice between
formal and informal activity. This mix of economic costs and institutional weaknesses

explains why its scale differs across countries.
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4. Developed vs Undeveloped countries and The Vicious Cycle

The distinction between developed and less developed countries is central to
analyzing the shadow economy, as its level, structure, and causes vary with economic
and institutional development. In the academic literature, particularly in the work of
Schneider and Enste “Shadow Economies: Size, Causes, and Consequences”
(Schneider & Enste, 2000), it is emphasized that the share of the shadow economy as
a percentage of gross domestic product is significantly higher in developing and less
developed countries than in developed economies. This pattern reflects a complex
interaction of economic, institutional, and social factors.

In developed countries, the shadow economy typically accounts for a smaller
relative share, often in the range of 10% to 20% of GDP, as noted by Schneider and
Buehn in “Shadow Economies in Highly Developed OECD Countries” (Schneider &
Buehn, 2012) this is due to higher institutional quality, effective tax administration,
and greater public trust in the state. In these economies, informal activity is often
linked to attempts to avoid high taxes or regulations, but strong enforcement and
sanctions limit its scale. Higher income levels also reduce incentives to participate in
the shadow sector, as the formal economy offers sufficient opportunities for income
generation.

In less developed and developing countries, the shadow economy may reach
30 to 60 percent of GDP, indicating a structural problem. According to Medina and
Schneider in the study “Shadow Economies Around the World: What Did We Learn
Over the Last 20 Years?” (Medina and Schneider, 2018), the main causes are weak
institutions, poor governance, high corruption, and limited formal employment
opportunities. In such contexts, participation in the shadow economy is often a
necessity rather than a choice, as many individuals lack access to the formal labor
market or are excluded by administrative and economic barriers.

The distinction between developed and less developed countries with regard
to the shadow economy can be further supported by the data and analyses presented
by Schneider in the study “The Shadow Economy in Europe, 2013” (Schneider, 2013).
The study presents specific quantitative measures that allow for a more in-depth
understanding of the differences between the various groups of countries.

First, Schneider shows that the average size of the shadow economy in Europe

is about 18.5 percent of GDP, an aggregate figure that masks regional differences. In
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Western European countries such as Germany, France, and Austria, the share is
lower, ranging from about 7 percent to 13 percent of GDP. This supports the thesis of
Schneider and Enste (Schneider & Enste, 2000), that high institutional quality,
effective enforcement, and well-developed financial systems limit the opportunities

for keeping economic activity out of official records.

Figurel. Shadow economy and GDP of European countries

Western Europe

Germany 351

2,698

204

France 2,062

189

United Kingdom 1 1,950

Belgium 16%
Sweden
Norway
Netherlands
Switzerland
Denmark 32 250
Finland 26 199

24
Austria 319

Ireland 20 167
Southern Europe
333

Italy 1577
Spain 196
Turkey L 667 27%
Greece <. 183
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Eastern Europe
Poland 95 400
Romania 40 139
Czech Republic 154
Hungary 103
Bulgaria 31%

Croatia

European average: 18.5%

Shadow economy size (€ billion)

Slovakia 74
Lithuania | '35

Slovenia 35
Official GDP (€ billion)

Latvia 24
-@- Shadow economy size (% of GDP)

Estonia | 518

Notes: Data for EU-27 (excluding Cyprus, Luxemburg, and Malta) plus Norway, Switzerland, Croatia, and Turkey.
The size of the shadow economy is calculated using the MIMIC method.
Source: Dr. Friedrich Schneider, Johannes Kepler University of Linz, Austria; Eurostat; AT. Kearney analysis

The study shows that in Eastern European and less developed countries the
shadow economy reaches higher levels. According to Figure 1, countries such as
Bulgaria, Croatia, and Lithuania have shares of about 28% to 31% of GDP. This cannot
be explained only by economic development, but must be considered in the context

of weaker institutions, lower trust in the state, and limited access to formal
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employment. In this regard, the conclusions of Medina and Schneider are confirmed
(Medina & Schneider, 2018), that in developing countries the shadow economy
performs a compensatory function and often serves as a means of economic survival.

The shadow economy relies heavily on cash transactions, which are difficult to
trace and enable the non-reporting of income. There is a clear link between the
development of payment systems and its size. In developed countries, widespread
electronic payments are associated with a smaller shadow sector, while in less
developed economies, where cash dominates, opportunities for informal activity are
greater.

Schneider’s study “The Shadow Economy in Europe, 2013” shows that
economic crises affect developed and less developed countries differently. During
downturns, the shadow economy expands as unemployment and falling incomes
push individuals to seek alternative income sources. This effect is stronger in less
developed countries, where social systems are weaker and cannot offset income
losses.

The study distinguishes between European regions, highlighting differences
between developed and less developed economies. In Western Europe, the shadow
economy shows a steady decline, while in Southern Europe the process is slower, and
in Eastern Europe, despite some progress, levels remain high. This indicates that even
within a relatively homogeneous region such as Europe, economic development and

institutional differences strongly influence the scale of the informal economy.

Figure 2. The concept of ,, The Vicious Cycle”
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The concept of “The Vicious Cycle” in the context of the shadow economy
describes a self-reinforcing mechanism in which high levels of informal economic
activity lead to the deterioration of public finances and the institutional environment,
which in turn stimulates further expansion of the shadow sector. According to
Schneider (Schneider, 2013) this process begins with the non-reporting of income and
taxes, which reduces budget revenues and limits the ability of the state to finance
public services.

As a result, the quality of public goods declines and trust in institutions
weakens, reducing the motivation to comply with rules and increasing participation
in the shadow economy. To offset losses, the state often raises taxes or strengthens
regulations, which further encourages economic activity to remain outside official
records. This creates a closed cycle in which weak institutions and a large shadow
economy reinforce each other, especially in less developed countries, where limited
administrative capacity and low economic formalization make the cycle harder to

break.

Conclusion

In conclusion, it can be argued that the level of the shadow economy is directly
related to the overall level of economic development, but this relationship is mediated
by a number of factors such as the tax burden, institutional quality, and social norms.
In developed countries, the shadow economy tends to have a more limited and
complementary role, whereas in less developed countries it often performs a
compensatory function and substitutes for missing or ineffective formal institutions.
This understanding allows for a more precise formulation of economic policies aimed
at reducing the shadow sector, taking into account the specific context of each group

of countries.
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[7106371HM M1 PErvOHAIIHU U3MEPEHUS HA MEXXAYHAPOLHUTE MKOHOMUYECKU OTHOLLIEHUS bponi 32026

Cnucanue ,[7106a/IHM UM pervoHa/IHM M3MepPeHUs] Ha MeX/AYyHapOJAHUTe
MKOHOMUYECKH oTHOIIeHHuA" (cbkpaTeHo TPUMMO) e npaBonprMeMHUK Ha U3JaHUSATA
C HAyYHHUTe pe3yJITaTH OT eKeroJHaTa cmydeHmcKka Hay4YHo-npakmu4ecka KoHgepeHyus,
opraHMu3upaHa oT kamedpa ,MexcdyHapoOHU uUKOHOMuUYecku omHoweHus1” npu CTonaHcka
akagemus ,Jlumutsp A. llenoB” - CBuLoB. [lo 2020 roarMHa U3JjaHUSATA ca COOPHUIIY ChC
camoctosiTesiHu ISBN HoMepa, a ot 2021 g0 2023 roauHa ca nepuoJjUieH COOPHUK C
noctossHeH ISSN HoMep - JocTbNHU BbB BupTyanHata 6ub6snoTeka Ha CTomaHcKaTa
akazieMus Ha azpec dlib.uni-svishtov.bg.

[I'bpBaTa koHepeHUs e TpoBeAeHa Ipe3 1996 roauHa o uest Ha npod. A-p UK. H. UBaH
CToiikoB M Ha ra. ac. A-p CuMeoH MomueB, npenojaBaTesyd KbM KaTeApaTa. YYacTHUIM ca
CTYZEHTUTE OT TPETH Kypc Ha crneruasHocT MUO kbM CTonaHcKaTa akaJleMus, a TEMaTUYHUAT
dOKyC e BbpXy MeXAYHAPOJHUTE UHBECTUIHMU.

Ot 2014 roavHa KbM CHOUTHETO Ce MPUCHEJUHSBAT MPENOJaBaTe/d U CTyAeHTH OT
kamedpa ,,MexcdyHapoOHU UKOHOMUYeCKU OmHoweHuss” mpu MKOHOMUYECKH YHUBEPCUTET -
BapHa, a npe3 2015 roauHa U oT kamedpa ,MkOHOMUKAG U MeHOyHAPOOHU OMHOWEHUS" TIPU
PyceHncku yHuBepcuret ,AHres KbHueB".

[Ipe3 roguHuTe KOHpEepeHHUsITA ce YTBBbPAM KaTo ¢GopyM 3a HaydHa H3sBa Ha
CTYZleHTUTEe W [JOKTOpPAaHTUTE H3BBbH y4yebHATa ayJuTOpUs U Cb3A3aJle Bb3MOXHOCT 3a
pasuynBaHe Ha popMaTHUTE OTHOILEHUSA JIEKTOP-06yyaeM, 00MsiHa Ha OIIUT B POBEXK/aHETO HA
MepoNnpHUsATHS, CBOOOIHO CIO/IeJITHE Ha TBOPUYECKH UieU. [locTeneHHO TeMaTHKaTa Ce pas3iiupu
M oOxBalla UIMPOK CIEeKTbp OT 006JacTH, BJW3alU B cdepara Ha MeXJyHAPOJHUTE
MKOHOMHYECKU OTHOLIEHUS U MeX/IyHapoaHUs OHU3HeC.

[lnenapHaTa cecusi Ha Tpudecemama KoH@epeHyusi ce mpoBeJe Ha 16 mak 2026 T.
npuchbcTBeHO B bazaTa 3a o6yyeHue Ha CTomaHcKa akazeMus B c. Opellak U B AUCTAHIIMOHEH
¢dopmar upes miatpopmara BigBlueButton.

Journal “Global and Regional Dimensions of International Economic
Relations” (abbreviated GRDIER) is the legal successor of the publications with the
scientific results of the annual student scientific-practical conference, organized by the
Department of International Economic Relations at Dimitar A. Tsenov Academy of
Economics - Svishtov. Until 2020, the editions are conference proceedings with
independent ISBN numbers, and from 2021 to 2023 they are periodical collections with a
permanent ISSN number - available in the Academy’s Virtual Library at dlib.uni-
svishtov.bg.

The first conference was held in 1996 on the idea of Prof. Ivan Stoykov and Head Assistant
Simeon Momchev, lecturers at the department. The first participants were the 3rd year IER
students at the Tsenov Academy of Economics, and the thematic focus was on international
investments.

Since 2014, the event has been joined by professors and students from the Department of
International Economic Relations at the University of Economics - Varna, and in 2015 from the
Department of Economics and International Relations at the Angel Kanchev University of Ruse.

Over the years, the conference has established itself as a forum for the scientific expression
of students and doctoral students outside the classroom and has created an opportunity to break
the formal lecturer-student relationship, exchange experience in conducting events, and freely
share creative ideas. Gradually, the topics have expanded and cover a wide range of areas, entering
the sphere of international economic relations and international business.

The plenary session of the Thirtieth conference was held on May 16, 2026 at Dimitar
Tsenov Academy’s Training and Recreation Center in the village of Oreshak and online through
the BigBlueButton platform.
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